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To seek the income they want, many investors have turned
to equity investments
However, this comes at the cost of higher potential volatility
We believe this challenge may be effectively addressed through
an equity strategy focused on companies with sustainable
dividends, reliable earnings and low price volatility

Past performance is no guarantee of future results.
All investments involve risk, including possible loss of principal.
IN THE U.S. – INVESTMENT PRODUCTS: NOT FDIC INSURED • NO BANK GUARANTEE • MAY LOSE VALUE

Gone are the days when investors could satisfy
their income needs with low-risk investments, like
government bonds. The extraordinary intervention
by central banks in the aftermath of the financial
crisis has left behind an ultra-low rate environment,
making it more difficult to meet income needs.
As a result, many investors have turned to higher-risk assets,
including dividend-paying equities. Accompanied by a five
year bull market and lower-than-historical volatility, this was
a relatively painless substitution.
However, as market volatility returns to more normal
levels, these equity positions are susceptible to market
pullbacks. At the same time, investors considering a return
to traditional income investments are finding that they pose
risks of their own. First, there is the opportunity cost of
holding large allocations in low-yielding asset classes (i.e.
cash and “safe haven” fixed income), running the risk of not
keeping up with inflation. What’s more, there’s the potential
for a rate increase from the Federal Reserve, and the negative
impact that could have on fixed income prices.
Managing today’s income challenge
Given the challenges facing income investors, many are
increasingly open to complementing traditional strategies with
new approaches that seek to enhance income while preserving
capital and generating more stable long term returns.
While there are numerous ways to pursue this goal, our
view is that this challenge may be effectively addressed
through an equity strategy focused on companies with
three complementary features: sustainable dividends,
reliable earnings and low price volatility.
Looking beyond dividend yield
In the hunt for yield, some investors may be tempted
to flock to the highest dividend-paying companies. Yet those
names can sometimes be accompanied by higher levels of
volatility — reflecting market concerns about the dividend’s
sustainability. A more sensible approach may be to look under
the hood, taking into account not just historical but also
expected future yields — as reflected in quality metrics like
earnings consistency and profitability that signal the business
strength needed to sustain dividends.
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But income investors also tend to be concerned about capital
preservation. In principle, a strategy focused on quality
companies with sustainable dividends could also address
concerns about capital preservation by dampening the scale of
market drawdowns. For investors seeking alternatives to fixed
income with only limited increases to portfolio risk, this may
be a comforting feature compared to a shift to core equities.
Moreover, a volatile portfolio exposes investors who rely on
gradually liquidating principal to supplement dividend income
to the negative effects of so-called “dollar cost ravaging” — i.e.
selling when valuations are least attractive.
A positive for anxious investors
Whether it’s saving for college or building a sound retirement,
investors’ need for sustainable growth has arguably never been
greater. Yet for many, the memory of the financial crisis is still
sharp, and they may find it difficult to stay invested during
periods like the market’s whiplash this summer.
A low volatility strategy focused on profitable companies
with strong dividends may represent a useful alternative,
giving investors the opportunity to participate in equity
market growth with less severe market drawdowns,
potentially delivering a smoother ride.
Moreover, stocks with lower volatility than the overall market
have also historically outperformed on a risk adjusted basis
over time.1 This is often attributed to investors’ tendency
to get overly excited about new potential growth opportunities
(often overpaying for them), contradicting conventional
wisdom that more risk always means more returns.
Where dividends and quality meet
We believe that meeting today’s challenges of generating
income and long-term capital appreciation may be best
accomplished at the intersection of dividend-paying
companies with a stable share price and consistently healthy
fundamentals — which, in our view, means an investment
approach biased toward quality, dividend-paying stocks.

Source: Benchmarks as Limits to Arbitrage: Understanding the Low-Volatility Anomaly, Malcolm Baker, Brendan Bradley, and Jeffrey Wurgler, archive.nyu.edu/fda/bitstream/2451/29593/2/
Benchmarks15.pdf. Academic studies have shown that lower-volatility stocks have outperformed higher-volatility issues on both an absolute and risk-adjusted basis since at least the 1920s,
across a variety of market conditions.
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A matter of yield: stocks vs. Treasuries (%)
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Source: Bloomberg, as of October 30, 2015. Past performance is no guarantee of future results. Please note that an investor cannot invest directly in an index. Unmanaged index returns
do not reflect any fees, expenses or sales charges. This information is provided for illustrative purposes only and does not reflect the performance of an actual investment. The Russell 3000 dividend
yield is the 12-month gross dividend yield. Unlike equities, U.S. Treasuries are backed by the “full faith and credit” of the United States government and offer return of principal value if held to maturity.
The U.S. government guarantees the principal and interest payments on U.S. Treasuries when the securities are held to maturity.

Managing volatility is not inconsistent with enhanced return
January 1, 1995 – July 31, 2015
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Source: Zephyr. January 1, 1995–July 31, 2015 Indices: MSCI World Minimum Volatility Index, MSCI World Index, BofA Merrill Lynch US Dollar 3-Month LIBOR Constant Maturity. Past performance is
no guarantee of future results. Please note that an investor cannot invest directly in an index. Unmanaged index returns do not reflect any fees, expenses or sales charges. This information is provided
for illustrative purposes only and does not reflect the performance of an actual investment.

Investment risks
The opinions and views expressed herein are not
intended to be relied upon as a prediction or forecast
of actual future events or performance, or a guarantee
of future results, or investment advice.
Yields and dividends represent past performance and
there is no guarantee they will continue to be paid.
Active Management does not ensure gains or protect
against market declines.
Diversification does not assure a profit or protect
against market loss.

Definitions
The Federal Reserve Board (“Fed”) is responsible for the formulation of U.S. policies
designed to promote economic growth, full employment, stable prices, and a sustainable
pattern of international trade and payments.
The MSCI World Index is an unmanaged index of common stocks of companies
representative of the market structure of 22 developed market countries in North America,
Europe, and the Asia/Pacific Region. Please note that an investor cannot invest directly
in an index. Unmanaged index returns do not reflect any fees, expenses or sales charges
The MSCI Minimum Volatility Indexes are designed to serve as transparent benchmarks
for minimum variance (or managed volatility) equity strategies. The indexes aim to reflect
the performance characteristics of a minimum variance strategy focused on absolute
returns as well as volatility with the lowest absolute risk. Each Minimum Volatility Index
is calculated by optimizing a parent MSCI index to produce an index with the least volatility
for a given set of constraints and to ensure index replicability and investability.
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IMPORTANT INFORMATION:
All investments involve risk, including possible loss of principal.
The value of investments and the income from them can go down as well as up and investors may not get back the amounts originally
invested, and can be affected by changes in interest rates, in exchange rates, general market conditions, political, social and economic
developments and other variable factors. Investment involves risks including but not limited to, possible delays in payments and loss
of income or capital. Neither Legg Mason nor any of its affiliates guarantees any rate of return or the return of capital invested.
Equity securities are subject to price fluctuation and possible loss of principal. Fixed-income securities involve interest rate, credit,
inflation and reinvestment risks; and possible loss of principal. As interest rates rise, the value of fixed income securities falls.

Royce & Associates

International investments are subject to special risks including currency fluctuations, social, economic and political uncertainties,
which could increase volatility. These risks are magnified in emerging markets.

Western Asset

Commodities and currencies contain heightened risk that include market, political, regulatory, and natural conditions and may not
be suitable for all investors.
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or its affiliates are current as at the date indicated, are subject to change without notice, and do not take into account the particular
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The information in this material is confidential and proprietary and may not be used other than by the intended user. Neither Legg
Mason or its affiliates or any of their officer or employee of Legg Mason accepts any liability whatsoever for any loss arising from any
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or other professional advisors, if necessary. Please note that Legg Mason and its affiliates are the Managers of the offshore funds invested by QDII
Products only. Legg Mason and its affiliates are not authorized by any regulatory authority to conduct business or investment activities in China.
This material has not been reviewed by any regulatory authority in the PRC.
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